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Tuesday, September 24, 2013
Fed's bubble tactic continues
AS I SEE IT
By Marcus Goncalves
3 comments | Add a comment
Let me be clear: I am not an economist by profession;
however, it is with unfettered surprise that I watch the
bumbling circus act of many economists, specifically
from Wall Street, who recently surmised that the
Federal Reserve was ready to taper off bond
purchasing. It is also confounding how so many analysts
have overestimated the strength of the U.S. current
economic recovery. 
Certainly, tapering off would have purposely led to bond
yields rising; notwithstanding the fact that many foreign
government holders of U.S. bonds are already quietly
selling off some of their U.S. bonds which would have
been triggered by an increase in sales of government
bonds to the public and simultaneously escalating even
more sales by foreign governments in their direct
attempt to control their own currencies, therefore
blocking an export of inflation from the U.S. to their
countries. 
Could it be that mainstream economists and financiers mistakenly confused the Fed's monetary expansion, (i.e.,
the inflation of stock and real estate prices), as symbols of solid and sustainable economic growth? 
It seems unlikely, if not by convenience, as commodity prices could have been better controlled, especially
precious metals. After all, Ben Bernanke's rumor appeared to be little more than an experiment, as I believe he
has a pretty good idea of the true state of the U.S. economy. 
I believe he knows for example, that the current asset price bubbles created by the current monetary policy have
virtually nothing to do with the reality of our economy. If anything, such policies are setting us up for a painful
correction that will likely be much worse than the one we experienced in 2008. 
As more and more money is being printed and the stock market continues to ascend, we concurrently see home
prices continue to rise, and the unemployment picture is presented sanguinely but solely as a result of a shrinking
workforce and not actual jobs added, the Fed may end up having a tough time clarifying why they are failing to
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cut back on a policy that many falsely assume is no longer needed. 
Moreover, the reality is that when money is printed, it ostensibly benefits merely a handful of people, less than 5
percent of the population. 
The sad reality for folks like me, part of the notorious "99 percent" of Americans, is that we may not have the
necessary tools or resources, (i.e. stable employment, reasonable savings, lower debt, etc.), to meet life's
minimum standards. 
Presently, the entire U.S. economy is mired in a colossal debt trap that is not being addressed for powerful
geopolitical and global economics reasons. Furthermore, this continuous monetary expansion and depositing into
the U.S. banking system is trending towards hyperinflation, which, at some point, may become impossible to
stop. The financiers may finally come to realize that the economy will never again regain its health unless
stimulus are cut, albeit slowly yet surely. 
How many more trillions, excluding the already injected trillions, will we need in order to realize that the
workforce continues to shrink, energy consumption remains low, our trade balance is still weak, our savings are
low, inflation continues to stubbornly manifest itself in inconvenient places, debt is scraping the ceiling again, and
wages remain flat? 
The Fed's stimulus may have worked to keep our economy (and us) in a daze, but it has accomplished little else. 
Even if the Fed were to deliver a small reduction in bond purchases, as was anticipated, such a move would
change nothing. The Fed would still be adding continuously to its enormous balance sheet while presenting no
credible plans to actually withdraw the liquidity, which eventually would push the economy back into recession. 
By then, Bernanke may not be around anymore and Dr. Janet Yellen may be the chosen one to lead the Federal
Reserve. According to Yellen in a statement back in 2010, if she could control interest rates she would vote for
negative ones. That is to say, if you have deposited $100,000 into your bank account, by the end of the year you
would have only $95,000. I'm no mathematician, however, how would such a policy benefit us? 
The bottom line is that we are (globally) living a historical moment. For the first time in history, not only the U.S.
Fed, but every central bank in Japan, Europe, and England are all debasing their currencies. When this huge
amount of fake liquidity withers up, it's not going to be fun; it will hurt, and hurt very much. Fortunately, the best
news of all is that I'm not an economist, and there may be a chance that all my concerns are merely fruits of my
imagination, erroneous misinterpretations. 
Marcus Goncalves, Ph.D., is Associate Professor of Management and Chair of International Business Program at
Nichols College in Dudley. 
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